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Some  Suggestions 
on  Tax  Revision 

BY 

OTTO  H.  KAHN 


ADDRESS  BEFORE  THE  MASSACHU- 
SETTS CHAMBER  OF  COMMERCE, 
BOSTON,  MASS.,  OCTOBER  13,  1920 


Part  One 


Errors  and  evils  of  our 
Taxation  System 


Address  of  Mr.  Otto  H.  Kahn  before 

the  Massachusetts  Chamber  of 
Commerce,  Boston,  Mass. 
October  13,  1920 

I HOPE  you  will  not  diagnose  my  case 
as  that  of  a  ''single-track'*  mind  if  1 
place  in  the  forefront  of  the  matters 
which  call  for  inmiediate  consideration 
and  remedial  treatment,  the  gross  faulti- 
ness  of  our  system  of  taxation.  It  is  a 
subject  on  which  I  have  writtten  and 
spoken,  perhaps  all  too  frequently,  ever 
since  Congress  took  up  the  problem  of 
raising  revenues  to  meet  our  war  require- 
ments in  the  spring  of  1917.  I  have  the 
melancholy  satisfaction  of  knowing  that, 
in  the  main,  the  warnings  which  I  ven- 
tured to  express  when  the  first  war 
revenue  measure  was  under  considera- 
tion have  been  all  too  fully  borne  out 
by  the  facts. 
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II 


I  believe  it  is  not  too  much  to  say  that 
our  existing  taxation  measures  in  various 
important  respects  fly  in  the  face  of 
economic  science,  of  common  sense  and 
of  equity.  They  are  cumbersome,  vexa- 
tious and  ahnost  incredibly  complex. 
They  bear  the  Loiprint  of  class  and  sec- 
tional discrimination.  They  penalize 
thrift  and  industry,  and  leave  the  wastrel 
and  shirker  untouched.  They  discourage, 
disturb  and  impede  business,  and  place 
the  American  business  man  at  a  disad- 
vantage as  against  his  European  com- 
petitor. At  a  time  when  America  is 
aiming  to  become  a  world  centre,  they 
deter  foreign  capital  from  coming  here. 

They  throw  upon  the  Government  an 
administrative  task  of  such  vastness  and 
intricacy  that  the  departments  concerned 
simply  cannot  cope  with  it.  They  tend 
to  curtail  production.  They  are  a  strong 
contributing  factor  in  bringing  about  the 
prevailing  high  level  of  prices — a.  grave 
and  serious  evil  which  can  and  must  be 
mitigated,  a  grievous  burden  particularly 
upon  those  men  and  women  who  hve  on 
moderate  salaries  and  who  are  all  the 

6 


Some  SuggestioDS  on  Tax  Revisioii 


more  entitled  to  sympathy  and  redress, 
as  they  have  borne  their  troubles  with 
great  patience  and  a  noteworthy  absence 
of  importunate  agitation. 

I  hope  you  will  do  me  the  justice  of 
believing  that  I  should  have  my  own 
contempt,  as  I  should  deserve  yours,  if  I 
came  before  you  with  the  idea  of  advoca- 
ting a  plan  of  taxation  from  the  point  of 
view  of  the  man  of  wealth.  My  eager- 
ness is  not  to  gain,  but  to  serve.  Materi- 
ally and  in  other  ways  I  owe  a  heavy 
debt  to  this  my  adopted  country,  and  I 
am  anxious  to  repay  such  part  as  I  may, 
by  placing  at  its  disposal  my  experience 
and  modest  capacities  for  what  they  may 
be  worth. 

With  the  right  solution  of  the  problem 
of  taxation  and  other  economic  questions 
which  now  confront  the  nation,  our 
prosperity  and  progress  in  the  years 
immediately  before  us  are  largely  inter- 
woven. I  do  not  claim  that  the  views 
which  I  hold  on  these  complex  subjects 
are  free  from  error.  I  do  claim  that  they 
are  free  from  the  bias  of  conscious  self- 
intefest. 
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I  am  advocating  a  policy  and  methods 
of  taxation  which,  while  taking  sincere 
and  sympathetic  account  of  equity  and 
social  justice,  shall  not  have  resemblance 
to  the  spirit  and  temper  of  the  plausible 
stump  speaker,  but  shall  be  based  upon 
recognition  of  the  teachings  of  history 
and  economics  and  practical  experience,, 
and  bear  the  imprint  of  reasonableness 
and  dispassionate  thinking,  free  from 
either  class  or  sectional  favoritism  or  class 
or  sectional  animosity. 

It  may  be  permissible  to  mention  that 
I  have  always  favored  and  advocated  a 
progressive  Federal  Income  Tax,  and  that 
I  not  only  declined  to  join,  but  actively 
discountenanced  a  contemplated  move- 
ment to  secure  in  the  New  York  and 
other  legislatures  the  defeat  of  the  Con- 
stitutional Amendment  which  author- 
ized such  a  tax.  And  just  as  I  am  in 
favor  of  taxing  individual  incomes,  so  I 
am  in  favor  of  taxing  corporate  profits. 

Most  of  the  causes  contributory  to  the 
existing  era  of  economic  disturbance  and 
high  prices,  such  as  the  effects  of  the 
devastation  of  war  and  of  diminished 
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production  during  the  conflict,  the  work- 
ings of  monetary  inflation,  the  natural 
p&fychic  reaction  following  the  war,  the 
errors  of  post-bellum  diplomacy,  etc.,  are 
so  manifest  and  have  been  so  frequently 
and  exhaustively  discussed,  that  they 
are  well  understood  by  the  people.  But 
the  influences  of  faulty  taxation  are  more 
subtle,  less  easily  discerned  and  are 
generally  avoided  by  the  pubUc  speaker 
as  a  topic  of  discussion,  because  to 
elucidate  them  means  to  make  oneself 
the  vehicle  for  pronouncing  some  un- 
popular truths. 

I  am  convinced  that  the  effect  of  the 
f aultiness  of  our  system  of  taxation  is  all- 
pervasive — that  you  find  it  among  the 
basic  influences  wherever  you  look  for  the 
true  causes  of  our  economic  troubles, 
including  lack  of  transportation  facihties, 
insufficient  housing  accommodation,  re- 
tardation or  other  abnormaUties  of  pro- 
duction and  distribution;  high  rents,  high 
prices  and  extravagance. 

I  beUeve  that  it  is  as  harmful  as  any 
other  single  factor  now  at  work  (if  not 
more  so)  in  affecting  the  prosperity  and 
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well-being  of  the  people  and  especially 
tlie  people  of  small  and  moderate  means. 

The  cure  for  inflation  and  certain  other 
after-effects  of  the  war,  which  afflict  us, 
is  a  slow  process.  The  remedy,  however 
drastically  applied,  needs  considerable 
time  to  produce  its  effects.  Moreover,  in 
some  respects  the  remedy  must  not  be 
applied  too  drastically.  For  instance,  we 
must  not  permit  the  remedy  of  deflation 
to  be  used  so  rigorously  and  indiscrimi- 
nately as  to  bring  on  by  itself  an  excessive 
stringency  in  the  credit  and  money 
market,  and  thus  cripple  production  by 
making  too  difficult  of  access  the  financial 
facilities  necessary  for  the  processes  of 
production  and  distribution. 

But  the  cure  for  the  evils  flowing  from 
the  errors  of  our  taxation  system  can  be 
effected  at  onee.  The  remedy  can  be 
apphed  and  the  resulting  rehef  to  the 
people  obtained  as  soon  as  it  pleases 
Congress  and  the  Administration  to  take 
appropriate  action. 
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II 

HE  who  would  lead  the  people  to 
bdieve  that  they  can  be  b^efitted 
or,  indeed,  that  they  are  other  than 
greatly  harmed  by  oppressive  taxation 
of  capital,  fools  himself  or  attempts  to 
fool  others.  Almost  ev^y  one  of  the 
taxes  now  in  usage  affects  all  the  people 
in  its  consequences,  however  hidden  or 
remote  may  be  the  causal  connection^ 
The  widely  held  impression  that  the 
income  tax  cannot  be  shifted  is  true  only 
to  a  limited  degree,  and,  moreover,  the 
evils  growing  out  of  our  present  un- 
precedented scale  of  sava^  supertaxation, 
far  exceed  the  virtue  of  what  measure 
of  '"non-shiftability"  adheres  to  the 
income  tax. 

Ji  our  extreme  surtaxes  on  incomes  and 
our  excess  profit  tax  had  the  effect  of 
breaking  the  vicious  drde  of  price- 
boosting  and  wage-boosting,  if  these 
taxes  had  power  to  eliminate  or  curb 
"profiteering,"  much  might  be  forgiven 
them. 
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But  experience  has  proved  that  not 
only  have  they  no  such  effect  and  no  such 
power,  but  indeed  they  have  tended  to 
greatly  intensify  those  evils.  There  can 
be  Httle  doubt  that  the  excess  profit  tax 
in  its  existing  form  and  the  high  surtaxes 
are  in  effect  nothing  less,  to  a  large  extent, 
than  disguised  and  inflated  consumption 
taxes. 

The  ideal  tax  is  one  that  rests  where  it 
is  laid.  That  is,  to  a  considerable  degree, 
attainable  in  the  case  of  reasonable  and 
moderate  taxes,  but  only  in  that  case. 
In  proportion  as  a  tax  is  grossly  excessive 
or  palpably  unsound,  in  that  proportion 
is  it  liable  and  likely  to  be  avoided  or 
passed  on. 

Moreover,  those  who  devised  our 
scheme  of  taxation  have  hardly  been 
quite  frank  with  the  people.  They  have 
loudly  claimed  credit  for  democratic 
taxation  in  that,  more  than  anywhere 
else  in  the  world,  they  have  professedly 
imposed  class  taxation  in  order  to  reheve 
the  masses.  But  even  if  such  an  effect 
were  possible— which  it  is  not— th^ 
must  have  known,  or  if  they  did  not  they 
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should  have  known,  that  their  whole 
ghttering  scheme  of  unparalleled  super- 
taxation  was  vitiated  by  the  fact  that 
there  are  some  fourteen  biUions  of  tax- 
exempt  securities  outstanding,  i.  e.. 
Municipal  and  County  Bonds,  State 
Bonds,  Farm  Loan  Bonds,  and  (unless 
otherwise  specifically  provided)  Federal 
Bonds.  All  of  these  are  wholly  beyond 
the  reach  of  the  income  tax.  And  more 
of  them  are  coming  out  all  the  time. 

What  has  been  the  result?  To  begin 
with,  our  investment  market  has  been 
thrown  out  of  joint  and  our  mortgage 
market  is  crippled.  The  possessors  of 
incomes  of  considerable  size  are  more  and 
more  withdrawing  from  them  and  placing 
their  money  into  tax-exempt  securities  to 
the  extent  that  it  is  possible  for  them  to  do 
so.  I  am  not  saying  this  from  hearsay. 
I  am  stating  facts  within  my  own  know- 
ledge and  experience.  Statistics  recently 
compiled  on  the  part  of  certain  leading 
investment  houses  show  that  the  average 
individual  subscription  to  new  issues  of 
taxable  securities  is  but  one-quarter  now- 
adays of  what  it  was  four  years  ago. 
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II 


And  why  should  this  not  be  so?  Consider 
the  table  which  I  am  about  to  read  to 
you.  It  shows  what  percentage  a  person 
would  have  to  obtain  from  his  business 
or  from  investing  in  taxable  securities  in 
order  to  bring  him  on  his  income  subject 
to  the  maximum  tax,  the  same  return 
which  he  can  get  by  simply  investing  in 
tax-exempt  bonds.  Such  tax-exempt 
bonds  can  now  be  bought  to  bring  an 
interest  yield  of  5  %  to  6  per  cent.  In  order 
to  equal  that  interest  yield,  a  person  would 
have  to  make  in  his  business  or  from  his 
ordinary  investments  the  following  per- 
centages— ^the  scale  rising  of  course,  i.e., 
the  advantage  of  tax-exempt  investments 
increasing,  as  the  supertax  increases. 
Here  is  the  table  (*)  based  on  a  non- 
taxable yield  of  5%  per  cent. 


if  lie  has  an  income  exceeding — 

$  20.000  he 
30,000  " 
40.000  '* 
50.000  " 
60.000  " 
70^000  " 


Per  Cent. 

would  have  to  make  7.01 


<• 

« 

M 

<« 

7JS0 

«« 

•< 

« 

<« 

7.90 

«« 

€€ 

4$ 

8.71 

€4 

€• 

« 

44 

9.42 

<« 

« 

<< 

44 

1027 

*In  this  calculation,  the  New  York  State  Income  Tax, 
which  ranges  from  1  per  cent  to  3  per  cent,  is  included. 
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If  he  has  an  income  exceeding —  P«  Ctmt. 

$80,000  he  would  have  to  make  11.27 

90,000  "  "  "  "  "  12.50 

100,000  "  "  "  "  "  14.02 

200,000  "  «  17.42 

aOOtOOO  *•  "  "  "  19.83 

500,000  •*  "  «  "  *•  22.11 

1,000,000  "  "  o  ~  «  23.96 


You  see,  therefore,  that  a  man  in  the 
higher  super-tax  classes,  beginning  with 
those  earning  incomes  of  say  $50,000, 
actually  makes  an  investment  yielding 
him  from  per  cent  to  24  per  cent  if  he 
puts  that  part  of  his  income  which  is 
subject  to  the  maximum  tax  (and  that  is 
much  the  largest  part)  into  a  5^  per 
cent  tax-exempt  bond,  as  compared  to 
putting  it  to  work  in  his  business  or 
investing  in  ordinary  bonds  or  in 
mortgages. 

Personally,  I  do  not  favor  the  institu- 
tion of  tax-exempt  securities,  because  I 
believe  it  economically  unsound  and 
socially  objectionable — ^but  we  are  con- 
fronted with  a  condition,  not  a  theory. 

The  discrimination  which  permits  the 
owner  of  liquid  capital  to  escape  all 
direct  taxation  by  the  simple  expedient 
of  buying  tax-exempt  bonds,  becomes 
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naturally  all  the  more  effective  and 
accentuated  as  the  mcome  surtax  late 
mcreases. 

Is  it  to  be  wondered,  under  these 
circumstances,  if  the  well-to-do  investor 
has  withdrawn  from  the  mortgage 
market,  and  money  for  all  kinds  of  enter- 
prises is  excessively  hard  to  find? 

It  may  be  said,  "Well,  supposing  a 
man  with  a  very  large  income  is  made  to 
pay  up  to  three-quarters  of  it  in  taxes, 
lie  still  has  plenty  left."  Granted — but 
that  is  not  the  point.  The  point  is  not 
what  happens  to  the  rich  man — ^he  can 
protect  himself — but  what  is  the  effect 
upon  the  country?  Capital  for  business 
or  for  corporate  investments  is  a  necessity 
for  the  upkeep  and  expansion  of  trade 
and  industry.  And  it  is  out  of  annual 
savings  of  the  individual,  after  meeting 
hving  expenses  and  taxes,  that  the  means 
are  provided  for  that  necessity.  Exces- 
sive surtaxes  accomphsh  double  harm: 
They  greatly  diminish  the  incentive  to 
thrift  and  they  appropriate  to  an  undue 
extent  the  means  which  ought  to  be  avail- 
able for  industry  and  enterprise.  And 
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those  means  are  more  than  ever  needed 
at  present,  first,  because  the  world  is 
urgently  in  need  of  increased  production 
after  nearly  five  years  of  underproduc- 
tion during  the  war,  and,  secondly,  be- 
cause merely  to  do  the  same  volume  of 
business  as  before  the  war  a  great  deal 
more  capital  is  required  nowadays,  owing 
to  the  largely  increased  cost  of  labor  and 
materials. 

As  the  New  York  Tribune  has  well  said 
in  a  recent  editorial: 

**The  clutch  of  the  surtaxes  is  not 
only  on  the  throat  of  the  builders,  but 
on  the  throat  of  ail  business.  Two 
billion  of  profits  which  normally  would 
be  reinvested  in  improvements  of  general 
benefit  is  grabbed  by  the  Government, 
and  even  more  pours  into  exempt,  non- 
business, public  debt  securities.  Is  it 
-strange  there  is  a  shortage  of  capital 
available  for  business  use? " 

And  what  degree  of  material  induce- 
ment is  there  left  to  a  man  to  work  hard 
and  long  hours  and  to  take  upon  himself 
the  drudgery,  the  cares,  worries  and  risks 
incidental  to  every  business,  when  the 
larger  part,  and  often  much  the  larger 
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II 


part,  of  what  he  may  mak/d  as  the  results 
of  his  e&oit  and  venturing  is  taken  away 
from  him  by  the  Government — not  during 
war  time,  when  no  decent-minded  man 
hesitates  or  questions  about  bearing 
whatever  burden  may  be  pkced  upon 
him,  but  in  time  of  peace,  by  methods  of 
taxation,  moreover,  which  (being  un- 
scientific and  ill-designed)  do  not  work 
evenly  and  equably,  but  to  a  large  extent 
freakishly  and  haphazardly? 

Fortunately,  it  is  not  only  material 
inducement  which  counts.  It  is  to  the 
credit  of  our  business  men  that  in  spite 
of  the  difficulties,  handicaps  and  dis- 
couragements caused  by  our  methods  of 
taxation,  few  have  dropped  out  of  the 
race,  and  that  zest  for  work,  joy  in 
achievement,  worthy  ambition,  and  a 
sense  of  duty  have  kept  the  overwhelming 
majority  of  them  at  work  as  hard  as  ever. 
But  I  do  know  of  some  who  have  given 
up  in  weariness  and  dejection,  and  it  is  a 
fact  that  there  has  been  a  distmct  and 
undesirable  disinclination  to  set  out  on 
new  ventures  and  to  give  full  scope  to  the 
hazards  of  enterprise. 
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Let  me  point  out,  incidentally,  that  the 
spectacular  earnings  of  certam  corpora- 
tions and  individuals  afford  no  just 
criterion  of  the  earnings  of  business  on 
the  whole. 

As  against  a  number  of  concerns  and 
individuals  who  have  made  exceedingly 
great  profits  during  and  since  the  war, 
there  are  numerous  others  whose  earnings 
have  shrunk,  and  in  some  cases  very 
greatly  shrunk,  during  and  since  the  war. 

And  is  it  astonishing  that  many  a 
business  man,  however  free  from  the 
objectionable  tendencies  of  the  profiteer, 
seeks  to  augment  the  material  induce- 
ment normally  adequate  but  now  vastly 
reduced  through  taxation,  by  adding 
somewhat  to  his  margin  of  profit,  with 
the  result  that  costs  are  increased?  In- 
deed, in  many  cases,  it  is  necessary  for 
him  to  add  to  that  margin,  quite  irrespec- 
tive of  profits,  because  otherwise,  through 
the  exactions  of  taxation,  the  cash  re- 
sources indispensably  essential  to  the 
conduct  of  every  business,  would  be 
infringed  upon  to  a  perilous  degree,  if  not 
to  the  point  of  extinction. 
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In  fact,  one  of  the  most  unsettling  in- 
fluences of  our  taxation  system  is  the 
excessive  and  ill-regulated  cash  drain 
which  it  creates,  away  from  its  normal 
channels  into  the  coffers  of  the  Govern- 
ment. You  cannot  pay  your  taxes  by 
turning  over  book  assets  or  bills  receivable 
or  materials  or  inventories.  You  must 
pay  them  in  cash.  But  while  the  outgo 
in  taxes  payable  to  the  Government  is  all 
cash,  the  income  of  most  businesses  is 
cash  only  to  a  limited  extent. 

m 

THE  effect  upon  the  country's  pros- 
perity and  activities  of  the  maKunc- 
tioning  of  the  investment  market, 
for  which  the  combination  of  unparalleled 
supertaxes  and  a  vast  volume  of  tax-free 
securities  is  in  large  part  responsible,  is  far 
too  little  appreciated.  Every  industrial 
activity,  including  that  of  the  farming 
industry,  is  affected  by  it.  Production  is 
hampered  and  the  cost  of  everything  en- 
hanced.   The  free  flow  of  capital,  the 
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normal  working  of  the  investment  market, 

are  absolutely  basic  elements  for  every 
kind  of  industrial  *  'normalcy. ' '  The  effects 
of  their  disturbance  to  any  serious  degree 
for  any  length  of  time  are  all-pervading. 

Incidentally,  that  disturbance  has  done 
grievous  damage  to  all  those  of  moderate 
and  small  means  who  had  placed  their 
savings  into  bond  investments,  because 
the  shrinkage  in  the  value  of  those  invest- 
ments from  the  tiitie  these  taxes  were 
first  imposed,  i.  e.,  since  1917,  amounts 
to  an  enormous  loss  to  them. 

It  is  interesting  to  note  in  this  connec- 
tion that  there  has  taken  place  a  con- 
siderable readjustment  in  the  distribution 
of  the  nation's  income  and  capital  since 
the  war.  As  compared  to  normal  pre-war 
conditions,  the  net  earnings  of  business 
on  the  whole,  after  deducting  taxes,  have 
probably  increased  but  little  if  at  all, 
while  the  earnings  of  the  agriculturalist 
have  been  considerably  augmented  and 
those  of  labor  about  doubled.  The 
capital  value  of  farms  and  the  capital 
value  of  manual  labor  have  greatly 
increased,  while  the  capital  value  of  all 
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fixed  interest-bearing  investments  has 
been  very  largely  diminished. 

And  it  is  worth  recording  in  relation  to 
this  subject  that  the  frequently  heard 
assertion  that  the  great  bulk  of  the  wealth 
of  the  nation  goes  into  the  coffers  of  a 
small  number  of  rich  men,  is  wholly  false. 

The  fact  is,  on  the  contrary,  that  about 
seven-eighths  of  our  national  mcome  goes 
to  those  with  incomes  of  $5,000  or  less, 
and  only  about  one-eighth  to  those  having 
incomes  above  $5,000.  A  carefully  com- 
piled statement  issued  by  the  Bankers 
Trust  Company  of  New  York  some 
eighteen  months  ago  estimates  the  total 
individual  incomes  of  the  nation  for  the 
fiscal  year  ending  July  30,  1919,  at  $53,- 
000,000,000,  and  finds  that  families  with 
incomes  of  $5,000  or  less  received  $46,- 
000,000,000  of  that  total. 

A  recent  compilation  concerning  some 
sixty  of  the  best  industrial  companies  in 
Germany,  over  a  period  of  ten  years, 
ending  April  1,  1918,  showed  that  out  of 
each  $1,000  earned,  $767  went  to  labor, 
$117  to  meet  taxes  and  $116  to  pay 
returns  to  investors. 
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If  the  entire  amount  thus  paid  out  in 
dividends  on  capital  had  been  turned  over 
to  the  workmen  instead,  i.  e.,  if  the  com- 
pensation to  capital  had  been  entirely 
eliminated,  the  result  would  have  been 
that  the  average  rate  of  wages  would 
have  been  increased  by  less  than  three 
cents  per  hour,  which  would  have 
amounted  to  a  wage  increase  of  about 
$65  per  year  for  each  person  employed. 

I  have  not  the  data  available  for  a 
similar  analysis  of  the  ratio  of  distribution 
of  the  fruits  of  mdustry  between  capital 
and  labor  in  America,  but  from  such 
cursory  investigation  as  I  have  made,  I 
am  satisfied  that  the  resulting  picture  here 
would  not  be  very  different  from  that 
which  the  investigation  in  Europe  has 
disclosed. 

It  is  not  true  that  under  our  economic 
and  social  system  "the  rich  are  getting 
richer  and  the  poor  poorer."  On  the 
contrary,  the  diffusion  of  wealth  has  been 
going  on  apace;  the  trend  of  things  within 
the  past  twenty  years  has  been  greatly 
toward  diminishing  the  difference  in  the 
standard  and  general  way  of  hving 
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between  the  various  categories  of  our 
population. 

IV 

THE  cost  of  money  since  the  present 
taxes  were  enacted  has  risen  at  least 
fifty  per  cent,  and  as  the  cost  of 
money  necessarily  enters  into  the  calcula- 
tion of  every  manufacturer  and  merchant, 
that  item  alone  has,  of  course,  been  one  of 
the  potent  factors  in  making  for  higher 
prices.  But,  more  than  that,  the  throwing 
out  of  gear  of  the  investment  market  and 
the  driving  of  capital  into  tax-exempt 
securities,  has  made  it  exceedingly  diffi- 
cult and  costly,  and  in  many  cases  im- 
possible, for  corporations  to  meet  at  least 
part  of  their  hnancial  requirements  by 
having  recourse  to  that  market  through 
selling  securities,  as  they  normally  were 
in  the  habit  of  doing.  Consequently, 
they  find  themselves  compelled  to  resort 
to  the  banks  for  loans  and  credits  to  a 
much  greater  extent  than  formerly,  thus 
competing  for  such  accommodation  with 
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the  smaller  individual  merchant  and 
manufacturer  and  agriculturalist,  and 
thereby  greatly  intensifying  the  jam  and 
congestion  and  difficulty  of  the  credit 

situation. 

I  do  not  mean  to  say  that  the  evils  to 
which  the  foregoing  paragraphs  relate  are 
due  solely  to  unwise  taxation,  but  I  am 
convinced  that  unwise  taxation  bears  a 
larger  share  of  responsibihty  for  these 
adverse  conditions  than  any  other  factor. 

It  may  be  appropriate  to  refer  in  a  few 
words  to  a  comparison  of  our  income 
taxation  with  that  of  England.  In  that 
country,  taxation  starts  with  incomes 
(for  married  men)  of  £225,  here  with 
incomes  of  $2,000.  The  Enghsh  tax  on 
the  smaller  incomes,  say,  up  to  $5,000,  is, 
on  the  average,  from  six  to  ten  times  as 
heavy  as  ours.  On  the  other  hand,  our 
tax  in  its  upper  scale  is  far  heavier  than 
that  of  England.  The  Enghsh  maximum 
taxation  is  60  per  cent,  but  profits  made 
by  a  person  otherwise  than  in  his  r^ular 
business  are  not  subject  to  income  tax  at 
all  in  England.  Our  maximum  taxation 
is  73  per  cent,  and  applies  to  all  sources 
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of  income  or  profit  (except  tax-exempt 
securities).  That  is  the  highest  scale  of 
income  taxation  existing  anywhere  in  the 
civilized  world.  In  addition,  we  have 
State  income  taxation  in  many  of  the 
States. 

The  English  Normal  Tax  is  30  per  cent 
with  certain  abatements  in  accordance 
with  smailness  of  the  income  taxed.  Our 
Normal  Tax  rate  is  8  per  cent  with  an 
abatement  to  4  per  cent  on  the  first 
$4,000  of  taxable  income. 

On  the  other  hand,  the  highest  English 
surtax  rate  is  but  30  per  cent,  while  ours  is 
65  per  cent. 

That  is  to  say,  in  England  the  highest 
income  tax  payer  is  taxed  at  a  rate  twice 
that  applicable  to  the  lowest  tax  payer 
(exclusive  of  those  tax  payers  whose  in- 
come is  so  small  as  to  be  materially 
affected  by  abatements).  With  us,  the 
highest  income  tax  payer  is  taxed  at  a  rate 
seventeen  times  as  heavy  as  that  appU- 
cable  to  one  whose  income  is  between 
four  and  five  thousand  dollars  a  year. 

Our  scale  of  income  taxation  in  respect 
to  small  incomes  is  juster  and  wiser  than 
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the  English'scale,  and  is  greatly  preferable 
to  it,  but  our  moderation  in  respect  to 
taxing  small  incomes  makes  all  the  more 
conspicuous  the  unnecessary  and  harmful 
extreme  to  which  we  go  at  the  other  end 
of  the  scale. 

Perhaps  the  most  conspicuous  example 
of  the  effect  of  our  taxation  in  stifling 
enterprise  and  preventing  capital  from 
accomplishing  its  normal  and  necessary 
function,  is  seen  in  the  acute  housing 
situation  throughout  the  country. 

To  quote  from  the  testimony  of  Mr. 
John  L.  Parish,  Secretary  of  the  Advisoiy 
Council  of  Real  Estate  Interests  of  the 
City  of  New  York,  before  the  United 
States  Senate  Committee  on  Reconstruc- 
tion and  Production: 

"The  withdrawals  from  mortgage 
investments  in  leal  property  in  the 
Borough  of  Manhattan  during  the  first 
six  months  of  1920  amount  to  appraxi- 
matdy  $83,000,000  net. 

.  .  That  indicates  a  rate  of 
withdrawal  from  investment  in  mort- 
gages in  Manhattan  alone  of  over 
$16^000,000  a  year. 
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"...  An  explanation  of  this  un- 
precedented course  of  investm^it  money 
will  be  sought  in  vain  outside  the  opera- 
tion of  the  income  tax  laws.  .  .  . 
This  may  not  have  been  foreseen  when 
the  law  was  enacted,  but  the  experience 
of  the  last  three  years,  and  the  cessation 
of  housing  construction  and  the  prostra- 
tion of  the  mortgage  market  has  afforded 
a  demonstration  of  which  there  can  be  no 
question." 

Urgent  and  nationwide  demand  has 
now  arisen  for  a  remedy  and  for  relief 
from  that  serious  situation.  The  great 
majority  of  those  who  have  testified  on 
the  subject  before  the  Senate  Committee 
on  Reconstruction  and  Production  and 
before  local  bodies  advocate  what? 

The  freeing  of  mortgages  for  the  con- 
struction of  private  dwellings  from  the 
State  and  Federal  Income  Tax.  In  other 
words,  the  evil  of  the  present  surtax  tax 
schedule,  supposed  to  be  of  concern  only 
to  the  rich,  is  proving  so  serious  and 
intolerable  in  its  effect  upon  the  neces- 
sities of  the  masses  that  the  volume  of 
tax-free  securities  in  which  capital  can 
take  refuge  is  to  be  still  further  mcreased! 
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That  means  simply  turning  in  a  vicious 
circle. 

Moreover,  what  is  true  of  the  housing 
situation  is  true  of  every  other  situation. 
Only,  in  other  instances,  the  result  is  not 
so  plainly  discernible  and  not  so  directly 
felt  by  the  people. 

Precisely  the  same  thing  which  faulty 
taxation  has  so  largely  brought  about  in 
stopping  building,  by  discouraging  and 
laming  enterprise  and  making  money 
hard  to  obtain  or  not  obtainable  at  all, 
it  has  accomplished  in  a  greater  or  lesser 
degree  in  every  other  field  of  industrial 
activity.  And  the  cure  cannot  be  found 
in  the  haphazard  removal  of  aU  taxation 
where  clumsily  appUed  taxation  presses 
upon  a  particularly  sensitive  spot,  as  in 
the  case  of  the  housing  situation.  The 
cure  can  only  be  found  in  bringing  about 
wisely  remedial  treatment  for  the  whole 
economic  body  of  the  nation. 
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V 

I HAVE  spoken  mainly  of  some — ^by  no  j 
means  all — of  the  harmful  effects  of  | 
our  huge  surtaxes  (the  maximum  rates  [ 
of  which  are  unequalled  in  any  other  , 
country)  because  these  effects  have  not  i 
reeeiv^  as  yet  the  general  pubUe  atten-  I 
tion  which  they  merit,  although  such 
attention  has  been  invited  by  President 
Wilson,    Secretary    of    the  Treasury 
Houston     and     Assistant  Secretary 
Leffingwell. 

Apart  from  the  scale  of  taxation,  there 
are  various  provisions  in  our  income  tax 
law  which  handicap  the  American  busi- 
ness man  as  against  his  European  com- 
petitor. 

A  common  characteristic  of  these  pro- 
visions is  that  while  nationally  harmful 
in  their  effect,  they  are  little  productive 
of  revenue. 

Thus,  for  instance:  A  free  inflow  and 
outflow  of  foreign  funds  is  essential  to 
the  functioning  of  a  financial  and  com- 
mercial world  centre.   In  recognition  of 
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this  fact,  England  not  only  does  not  tax 
bank  deposits  belonging  to  aliens,  but,  on 
the  contrary,  offers  special  inducements 
to  attract  such  deposits.  But  Congress 
has  subjected  such  bank  deposits  here 
(as  also  foreign  holdings  of  American 
eommerdal  paper)  to  the  American  in- 
come tax  and  thereby  naturally  deterred 
them  from  coming  here. 

Or,  another  instance:  The  practice  in 
England  is  that  foreign  holders  of  British 
securities  are  taxed  only  at  the  rate  of  her 
normal  income  tax.  No  filing  of  schedules 
or  other  formalities  are  exacted  from  ikem 
and  they  are  not  taxed  at  all  on  profits 
realized  from  buying  and  selling  bonds 
or  stocks  in  the  Enghsh  market.  Like- 
wise, in  the  case  of  dividends  on  stocks,  if 
the  corporation  itself  pays  the  normal  tax 
in  respect  of  such  dividends — which  is 
the  rule  rather  than  the  exertion — 
foreign  holders  are  subjected  to  no  tax  at 
all.  Our  Congress,  on  the  other  hand, 
subjects  foreign  holders  of  American  in- 
vestments to  the  full  weight  and  com- 
plexity and  obnoxious  formaUties  of  the 
American  Income  Tax, 
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I  refrain  from  discussing  the  Excess 
Pro£t  Tax  because  its  basic  faultiness, 

the  intolerable  complexity  of  its  technical 
provisions,  its  uneven  application  and  its 
baneful  effects  in  various  directions,  have 
become  so  widely  recognized  that  in  its 
present  form  it  has  few  defenders  left, 
and  both  the  great  political  parties  are 
committed  to  its  revision. 

Time  does  not  permit  to  go  into  the 
subject  of  taxation  and  its  far-spread 
ramifications  at  greater  length.  Suffice 
it  to  say  that  I  am  convinced  no  remedy 
for  the  high  cost  of  living  and  the  other 
abnormal  conditions  which  are  weighing 
upon  the  country  can  be  effective  which 
does  not  include  a  wise  and  courageous 
revision  of  our  existing  taxation  system. 

Such  a  revision  is  not  really  a  task  of 
great  difficulty.  For  a  country  as  im- 
mensely rich  and  intrinsically  as  Uttle 
burdened,  relatively  speaking,  as  ours, 
it  is  not  a  very  hard  problem  to  raise 
by  taxation  the  sum  which  the  economical 
administration  of  our  Government  re- 
quires without  causing  the  sinister 
effects  that  our  present  taxation  has 
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brought  about,  indeed  without  causing 
any  serious  economic  disturbance  what- 
ever. And  that  should  be  feasible 
without  in  any  way  impairing  the 
fortunate  and  desirable  circumstance  that 
in  our  country  those  of  small  or  moderate 
means  are  taxed  far  less,  both  in  direct 
and  indirect  taxation,  than  they  are  in 
any  other  of  the  leading  countries.  The 
alternative  is  not  to  burden  unduly  either 
business  or  the  people.  The  idea  is  not  of 
reUeving  the  former  at  the  expense  of  the 
latter.  The  end  which  should  and  can  be 
attained  by  proceeding  wisely,  is  to  benefit 
both  business  and  the  people  at  large. 

It  is  quite  true  that  even  with  strict 
economy  in  Government  expenditures, 
the  burden  of  taxation  must  necessarily 
be  considerable  for  years  to  come. 

But  every  one  who  has  ever  had  to 
carry  a  heavy  load  knows  that  the  secret 
of  carrying  it  with  relative  ease,  Ues  in 
the  way  in  which  it  is  adjusted.  Our 
tax  burden  is  grossly  mal-adjusted.  By 
rearranging  it  we  can  vastly  lighten  the 
pressure  of  the  load  upon  the  backs  of 
the  people  and  particularly  of  the  so- 
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called  middle  classes,  on  whom  it  now 
rests  with  especial  and  most  regrettable 
heaviness,  because  they  are  not  in  a 
position,  generally  speaking,  to  make 
their  compensation  keep  pace  with  the 
mounting  costs  of  living.  And  among 
the  principal  causes  for  those  mounting 
costs  is  our  faulty  taxation. 

A  good  deal  may  be  said  for  the  con- 
tention that  the  system  of  taxation 
inaugurated  in  1917  was  in  accord  with 
the  prevailing  sentiment  of  the  time  and 
had  to  be  given  a  trial.  The  theory  which 
underlies  it  has  rightly  a  strong  appeal. 

Well,  that  system  has  now  had  a  three 
years'  trial.  We  have  seen  the  theory 
applied  in  practice  for  a  sufficient  length 
of  time  to  test  it  out.  We  have  had  in 
operation  for  three  years  a  scheme  for 
raising  revenue,  which  is  unscientific, 
inconsistent  and  ill-designed  and  has  as 
its  principal  characteristic  the  taxation 
of  business  and  constructively  employed 
capital  in  a  way  without  a  parallel  in  any 
other  of  the  leading  countries.* 

.*I  exclude  Germany  from  this  comparison,  because  the 
fiscal  measures  to  vdiich  defeated  and  distracted  Germany  is 
wmpelled  to  resort  in  its  extremity,  afford,  of  course,  no 
criterion  f«r  tax  legblation  appropriate  and  tolerable  in  other 
countries. 
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The  result  is  writ  large  in  effects  ham- 
pering and  troubling  to  the  nation  and 
burdensome  to  idl,  but  particularly  to 
those  who  were  intended  to  be  the 
beneficiaries  of  that  system  and  that 
theory,  i.  e.,  the  plain  people.  The 
revenue  measure  of  1917,  re-^weted 
essentially  unchanged  for  1918  and  1919, 
stands  disclosed  as  a  breeder  of  grave 
harm  by  the  inexorable  test  of  actual 
experience. 
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OW  that  tlie  emergency  of  the  war 


j^y  is  over,  I  believe  that  this  subject 
of  taxation  in  its  entirety  should 
be  subjected  to  unprejudiced  and  com- 
petent critical  review.  Good  intentions 
are  not  a  sufficient  qualification  for  the 
task  of  devising  a  plan  and  methods  of 
taxation  to  balance  our  vast  expenditures. 
Exact  thinking  is  reqmred,  technical 
capacity,  adequate  knowledge  and  the 
courage  not  to  shrink  from  unpalatable 
conclusions.  Economics  are  stubborn 
things  and  will  not  permit  themselves  to 
be  either  disregarded  or  overridden  or 
dealt  with  emotionally. 

In  England  a  non-political  committee 
was  appointed  recently  by  the  govern- 
ment to  study  the  effects  of  the  various 
kinds  of  taxes  which  have  been  in  force 
during  the  past  five  years,  and  to  make 
recommendations  to  Parliament  based 
upon  such  study.  It  seems  to  me  that 
similar  action  by  Congress  would  be  wise 
and  timely. 
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A  small  committee  of  well-informed 
men  of  different  callings,  approaching 
their  task  free  from  political,  social  and 
sectional  bias,  would  not  find  it  a  formid- 
able undertaking  to  evolve  a  measure 
which,  while  fully  responsive  to  the  dic- 
tates of  equity  and  social  justice,  would 
produce  no  less  revenue  (if  needed)  than 
the  taxation  now  in  force,  and  yet  would 
be  less  burdensome  upon  the  country, 
less  hampering  to  enterprise,  less  inimical 
to  thrift,  and  far  less  productive  of 
economic  derangements. 

It  would  exceed  the  bounds  of  my 
competence  and  the  limitations  of  this 
occasion,  were  I  to  attempt  to  outline  a 
scheme  of  taxation  to  take  the  place  of 
the  existing  one.  No  one  man  ought  to 
assume  to  do  so.  Too  many  considera- 
tions and  elements  are  involved  on  which 
no  one  man  is  authoritatively  informed. 

It  is  a  problem  for  a  number  of  men 
from  different  sections  of  the  country 
and  with  different  affiUations  to  study 
with  the  utmost  care  and  thoroughness 
and  then  by  comparison  of  views  with  one 
another  to  clear  then  own  minds  and  to 
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evolve  a  comprehensive  scheme  which 
shall  embody  the  result  thus  arrived  at. 

The  whole  subject  of  taxation  seems  to 
me  to  present  a  situation  parallel  in  many 
ways  to  that  of  currency  reform  in  the 
years  immediately  preceding  the  appoint- 
ment of  the  Aldrich  Committee.  There 
were  then  many  diversified  schemes  as  to 
how  this  problem  should  be  handled  and 
the  proponents  of  the  various  plans,  while 
generally  in  accord  as  to  what  should  be 
accompUshed,  were  unable  to  reconcile 
their  differences,  and  Congress  was  in 
doubt  how  to  act. 

The  authoritative  and  exhaustive  re- 
port of  the  Aldrich  Senate  Committee 
practically  settled  the  thing  in  its  essen- 
tials. In  the  same  way  I  believe  that 
the  taxation  problem  should  be  referred 
for  investigation  and  report  to  a  small 
committee  composed  of  Senators,  Con- 
gressmen and  duly  qualified  non-office 
holding  citizens.  It  seems  to  me  it 
is  only  in  some  such  way  that  we  shall 
attain  a  fiscal  program  economically 
sound,  socially  just  and  properly  balanced. 

However,  if  you  wish  me  to  indicate  a 
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few  definite  suggestions  for  a  program  of 
taxation,  I  would  state  the  following: 

(1)  The  Excess  Profit  Tax  should  be 
abolished  or  essentially  modified  and  some 
other  method  devised  to  tax  corporate 
profits.   I  may  mention  that  I  am  not 
opposed  to  the  theory  of  an  Excess 
Profit  Tax.    On  the  contrary,  I  belieye 
that  theory  has  much  to  recommend  it. 
But  such  a  tax,  even  though  it  were 
greatly  unproved— as  it  can  be--over  the 
crude  system  of  ours,  is  of  necessity  so 
complex,  so  Uable  in  its  effects  to  unpede 
trade  and  burden  the  pubhc,  and  requires 
so  competent  and  perfected  and  steady  a 
machinery  of  administration,  that  for 
practical  purposes,  it  is  not,  I  beheve, 
adapted  to  and  not  satisfactorily  work- 
able in  this  coimtry.*  ^ 
One  of  the  essentials  of  wise  taxation  is 
simpUcity  of  method.    Nothmg  tends 

♦It  is  true  the  Excess  Profit  Tax  ^tUl  continuum Bj^Md 
and  has,  in  fact,  been  re-enacted  and  r^Sf^ 
Generally  speaking,  I  have  great  respect  ^oT^^jm»d^^ 
England's  fiscal  policy,  but  ^\this  mstance  Ae  «e^^ 
parallel  for  several  reasons,  which  it  would  take^^ 
forth  here.    Morever,  the  English  Excess  P^ofi*  Tax^«^ 
features  which  are  most  objectionab  e  m  ™; 
standing  its  wiser  conception  and  fairer  ?PPj;«J«»^«g 
the  Excess  Profit  Tax  has  produced  En^aad 
evtt  effects  which  have  resulted  from  that  tax  m  o«r  eouBtiy. 
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more  to  create  a  sullen  animosity  against 
fiscal  measures,  nothing  is  more  apt  to 
cause  a  man  to  feel  justified  in  his  own 
conscience  to  give  himself  the  ben^t  of 
any  doubt  or  technical  loophole,  than  to 
be  compelled,  in  addition  to  paying  heavy 
taxes,  to  sit  down  and  grapple  with  com- 
plicated tax  forms  and  intricate  schedules 
or  to  spend  money  for  the  employment  of 
lawyers  and  accountants  to  tell  him  what 
he  has  to  pay.  Furthermore,  our  Govern- 
ment departments,  generally  speaking,  do 
not  possess  a  personnel  sufficiently  expert 
and  highly  trained,  and,  above  all,  suffi- 
ciently permanent,  to  administer  laws  of 
unusual  complexity  and  difficulty. 

In  contradistinction  to  the  conditions 
in  the  leading  European  countries.  Gov- 
ernment service  in  this  country  is  not 
taken  up  by  many  as  a  permanent 
career.  Too  many  other  opportunities 
beckon  and  tempt,  the  salaries  are  too 
low  (and  to  judge  from  the  traditional 
disposition  of  Congress,  are  not  likely  to 
be  made  adequate,  at  least  in  the  case  of 
the  higher  officials),  the  chances  for 
promotion  are  too  uncertain,  the  oppor- 
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tunities  for  personal  constructive  activity 
too  circumscribed,  etc. 

We  must  not  put  a  burden  beyond  its 
capacity  to  carry  upon  the  administrative 
machinery  at  the  Government's  disposal, 
because  if  the  machinery  of  administermg 
the  law  breaks  down,  the  law  itself  breaks 
down  and  ultimately  faUs  into  ineffec- 
tiveness, disfavor  and  disrepute. 

At  the  same  time  that  the  Excess 
Profit  Tax  is  dealt  with,  the  extreme 
scale  of  surtaxes,  which  actually  defeats 
its  own  purpose,  should  be  revised  down- 
ward. The  aboUtion  or  revision  of  our 
generally  condemned  Excess  Profit  Tax 
would  not  accompUsh  the  purpose  m 
view  unless  at  the  same  time  the  extreme 
rates  of  individual  surtaxes  are  reduced. 

(2)  Indeed,  to  abolish  the  Excess 
Profit  Tax  and  leave  corporate  profits 
subject  only  to  the  existing  net  profits 
tax  of  10  per  cent  would  not  only  affront 
a  large  body  of  pubUc  opinion  as  being 
unduly  tender  to  corporate  capital,  but 
would  be  parallehng  the  uneven  incidence 
of  taxation,  which  is  one  of  the  charac- 
teristic errors  of  the  existmg  revenue 
measure. 
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Under  the  present  law,  corporations 
pay  no  surtaxes  and  individual  busi- 
nesses pay  no  excess  profit  taxes.  Roughly 
speaking,  the  Excess  Profit  Tax  on  cor- 
porate earnings  may  be  regarded  as  the 
equivalent  of  the  surtaxes  on  the  earn- 
ings of  individuals  engaged  in  business. 
And,  clearly,  there  ought  to  be  such  an 
equivalent.  It  is  certainly  not  the  inten- 
tion of  the  pubhc  or  the  aim  of  the  law 
to  give  an  undue  advantage  to  corporate 
as  against  individual  activity.  As  near 
as  possible,  taxation  should  be  so  arranged 
that  corporations  and  individual  business 
are  taxed  to  equal  effect. 

The  simple  and  sensible  way  to  deal 
with  the  surtaxes  would  be  to  admit  the 
undeniable  fact  that  our  surtax  schedule 
has  proved  to  be  grossly  excessive,  that 
by  its  very  extreme  it  has  defeated  its 
purpose  and  brought  about  harmful  con- 
sequences, and  to  act  upon  that  recogni- 
tion by  moderating  that  schedule.  But  I 
know  the  pohtical  mind  is  apt  to  shy  from 
laying  hands  on  the  presumably  popular 
structure  of  huge  supertaxes.  Personally, 
I  am  convinced  that  in  that  attitude  the 
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political  mind  is  working  according  to 
its  inveterate  habit  of  underestimating 
both  the  integrity  and  the  intelligence  of 
the  people.  The  facts  as  to  the  harm  and 
futility  of  exorbitant  rates  of  taxation  are 
indisputable  and  easily  explained  and 
demonstrated.  The  average  man  and 
woman  are  amply  capable  of  grasping 
them.  Yet,  political  expediency  is  a  factor 
which  cannot  be  left  out  of  account  in 
the  practical  consideration  of  tax  revision. 

Ji  then,  it  should  be  found  that  the 
political  parties  are  prepared,  as  it  appears 
they  are,  to  abolish  the  Excess  Profit  Tax 
but  that  they  have  not  yet  screwed  up 
their  courage  to  reduce  the  schedule  of  sur- 
taxes, some  other  method  must  be  devised 
to  accomplish  approximate  equalization 
between  corporate  and  individual  busi- 
ness taxation  and  at  the  same  time 
measurably  to  overcome,  or,  at  least, 
mitigate  the  damaging  effect  and  uneven 
incidence  of  our  existing  surtax  schedule. 

An  approach  to  that  end  might  be 
found  in  the  following  suggestion  (which, 
I  ought  to  mention,  does  not  originate 
with  me) :  Simultaneously  with  abolish- 
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ing  the  Excess  Profit  Tax,  raise  the  tax 
on  corporate  net  profits  from  the  existing 
rate  of  10  per  cent  (except  in  the  case  of 
public  service  corporations,  whose  earn- 
ings are  subject  to  regulation)  to,  say,  16 
per  cent. 

Leave  the  existing  surtax  schedule  un- 
touched for  the  present,  but  allow  abate- 
ments on  such  part — and  such  part 
only — of  individual  incomes  as  are  saved 
and  invested  each  year;  such  abatements 
to  be  so  calculated  as  to  make  the  rate 
of  supertaxation  on  individual  income 
employed  instead  of  spent,  not  materially 
higher  than  the  rate  of  taxation  on  cor- 
porate income.  Such  a  measure  would 
incidentally  have  the  merit  of  penalizing 
extravagance  and  encouraging  the  con- 
structive use  of  incomes. 
.  I  do  not  mean  to  say  that  this  would 
be  a  finally  satisfactory  solution.  It  is  a 
cumbersome  and  round-about  way.  It  is 
a  compromise  merely.  The  ideal  solu- 
tion would  disregard  the  counsels  of 
supposed  or  alleged  political  expediency 
and  be  guided  solely  by  the  test  of  know- 
ledge, reason  and  expmenoe.  It  would  be 
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justified  by  the  results  and  approved,  I 
feel  sure,  by  the  common  sense  of  the 
people. 

At  any  rate,  we  must  face  the  fact  that 
to  ehminate  the  Excess  Profit  Tax  with- 
out at  the  same  time  revising  the  schedule 
of  surtaxes,  will  not  only  create  a  lopsided 
and  unfair  system,  but  will  brmg  only 
partial  relief  from  the  evils  which  have 
followed  in  the  train  of  faulty  taxation. 

The  high  cost  of  money,  the  difficulty 
of  obtaining  funds,  the  driving  of  capital 
into  tax-exempt  securities,  the  inadequate 
functioning  of  the  investment  market, 
and  the  economic  disturbances  and  ab- 
normalities which  result  from  those 
causes,  depend  for  their  remedy  not  on 
the  abolition  of  the  Excess  Profit  Tax 
(eminently  and  urgently  desirable  though 
that  is  to  mitigate  other  evils),  but  upon 
the  wise  revision  of  the  existing  schedule 
of  surtaxes. 

(3)  The  principle  of  a  progressive 
individual  income  tax  and,  correspond- 
ingly, of  a  tax  on  corporate  profits  is 
right,  especially  from  the  social  point  of 
view,   and  I  am  convinced  that  its 
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relinquishment  will  not  be  permitted  by 
public  opinion.    But  it  must  not  be 
applied  ignorantly,  intemperately  or  vin- 
dictively.    Surtaxes  must  not  be  so 
extreme  that  they  impede  production, 
discourage  or  prevent  normal  enterprise, 
induce  a  tendency  for  loading  prices  with 
excessive  margins  of  profit,  diminish  the 
incentive  to  thrift,  and  preclude  that 
accumulation  of  business  and  investment 
funds  which  is  an  indispensable  pre- 
requisite for  material  progress  and  pros- 
perity.   And  in  fixing  the  scale  of  sur- 
taxes, account  must  be  taken  of  the  fact 
that  biUions  of  tax-free  securities  are 
available,  which,  under  the  constitutional 
limitations  of  our  governmental  system, 
cannot  be  eliminated,  and  that  the  scale 
of  supertaxation  must  be  kept  at  a  level 
which  will  not  drive  capital  to  the  refuge 
of  tax-exempt  securities.   The  point  to 
which  supertaxation  can  go  without  creat- 
ing that  wholly  undesirable  and  harmful 
sequence  is  fairly  well  established  by  a 
comparison  of  existing  values. 

In  the  first  two  years  of  the  operation 
of  the  surtax  schedule,  the  total  amount 
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subject  to  supertaxation  from  incomes 
exceeding  $300,000  fell  off  nearly  sixty 
per  cent.  That  does  not  mean  that  in- 
comes fell  off  during  that  period,  but  that 
the  possessors  of  large  incomes  were 
seeking  and  finding  the  cover  of  tax- 
exempt  securities.  Therefore,  the  gen- 
erally prevailing  impression  as  to  the 
productivity  of  our  higher  supertaxes  is 
a  greatly  exaggerated  one.  As  far  as  I 
can  estimate  on  the  basis  of  the  published 
returns,  I  beUeve  that  if  the  scale  of  our 
supertaxes  were  so  adjusted  as  not  to 
exceed  22  per  cent  (i.  e.,  including  the 
normal  tax,  30  per  cent)  the  resulting 
deficiency  in  revenue  which  would  have 
to  be  met  by  other  taxation,  would  not 
be  materially  more  than,  say,  $325,000,- 
000.  It  might,  in  fact,  be  considerably 
less,  because  capital  which  now  goes  into 
tax-ex^pt  securities  would  again  be 
induced  to  invest  in  taxable  corporate 
securities  and  other  taxable  instrumen- 
talities if  the  rate  of  supertaxation  were 
made  reasonably  moderate.  In  other 
words,  as  the  rate  of  supertaxes  is  lowered, 
the  a^regate  amount  of  income  subject 
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to  taxation  is  likely  to  be  increased. 

When  it  is  considered  that  the  single 
item  of  the  action  or  non-action  by  the 
Government  in  relation  to  the  last  Cuban 
sugar  crop  had  the  effect,  directly  and 
indirectly,  of  increasing  the  price  of 
sugar  to  the  pubUc  by  approximately 
$1,200,000,000;  when  it  is  considered 
that  the  single  item  of  the  increase  of 
wages  to  railroad  men  since  1917  amounts 
to,  roughly,  $1,000,000,000  a  year;  when 
it  is  considered  that  the  high  cost  of 
money,  which  is  in  great  part  due  to 
excessive  supertaxation,  adds  hundreds 
of  millions  of  dollars  to  the  cost  of  things 
— when  these  and  many  other  amilar 
instances  are  considered,  it  will  be  seen 
that  the  deficiency  to  be  made  good  by 
some  other  form  of  taxation  in  case  the 
supertaxes  are  reduced,  involves  but  a 
comparatively  moderate  readjustment. 
That  such  a  reduction  will  in  its  effects 
yield  returns  to  the  pubhc  and  the 
country  vastly  greater  than  $325,000,000, 
I  have  no  doubt  whatever. 

(4)  Careful  investigation  should  be 
made  of  the  questiim  whether  means 
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should  not  and  could  not  be  found  to 
prevent  further  issues  of  tax-exempt 
securities,  or,  at  least,  to  Umit  such 
exemption,  say,  for  instance,  to  the  nor- 
mal Federal  tax  and  State  taxes.  (Of 
course,  the  right  should  remain  in  the 
Federal  Government  to  issue,  upon  Con- 
gressional authority,  bonds  free  from  all 
taxes  in  case  of  war.) 

(5)  Much  can  be  said  for  a  small  tax  on 
gross  sales,  or  turnover,  say  one  dollar  for 
each  hundred  dollars.  A  tax  of  this  nature 
has  recently  been  enacted  in  France  and 
to  a  limited  extent  in  Canada.  It  has  been 
advocated  from  certain  quarters  in  Eng- 
land, but  has  not  met  with  the  approba- 
tion of  the  British  Treasury  and  its  very 
competent  advisers.  My  first  impression 
was  distinctly  in  favor  of  such  a  tax,  but 
further  reflection  and  investigation  have 
caused  me  to  hold  my  judgment  on  this 
subject  in  abeyance  pending  further 
study.  Even  leaving  aside  the  social  and 
political  aspect,  there  appear  to  be  certain 
weighty  objections  against  a  gross  sales 
or  turnover  tax  both  from  the  technical 
and  administrative  point  of  view  and 
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from  that  of  even-handed  justice  between 
differently  situated  industries,  merchants 
and  mani^kcturers.  I  have  not  yet  been 
able  to  reach  a  final  conviction  in  my  own 
mind  as  to  the  arguments  pro  and  con. 

My  present  feeling,  which,  however, 
may  not  represent  my  final  conclusion,  is 
that  I  do  not  favor  a  gross  sales  or  turn- 
over tax,  but  that  I  am  inchned  to  advo- 
cate a  tax  on  retail  sales. 

(6)  I  beheve  that  various  minor  taxes 
can  be  devised,  or  existing  taxes  of  that 
nature  strengthened — ^failing  the  enact- 
ment of  a  sales  tax — ^and  divers  stamp 
taxes  can  be  imposed,  all  of  which  would 
be  good  revenue  producers  and  no  t  accom- 
panied by  harmful  consequences. 

It  may  be  objected  that  taxes  of  this 
nature  are  finallly  passed  on  to  the  con- 
sumer. No  doubt,  to  a  large  extent,  they 
are.  So,  in  the  end,  are  almost  all  busi- 
ness taxes  and,  to  a  considerable  degree, 
even  individual  surtaxes. 

And  the  burden  on  the  consume  tencb 
always  to  be  cumulative,  inasmuch  as 
almost  every  article  before  it  comes  to 
him  passes  through  several  different 
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handlings  in  the  process  of  being  con- 
verted from  the  raw  material  to  the 
finished  article  on  sale,  and  each  one  of 
those  concerned  in  that  process  seeks  to 
add  to  the  price  a  proportionate  percent- 
age to  cover  his  taxes,  at  least  in  part. 
Nor,  in  the  great  majority  of  cases,  is  he 
justly  subject  to  reproach  for  doing  so. 
He  is,  as  a  rule,  simply  acting  from  neces- 
sity because,  as  I  have  indicated  before, 
what  the  excess  profit  tax  as  well  as  the 
surtaxes  absorb,  is  that  essential 
necessity  for  the  conduct  of  business — 
cash. 

Altogether,  I  feel  certain  that  the 
enactment  of  reasonable  instead  of  ob- 
noxious and  oppressive  taxes  would  lead 
to  a  lowering  of  prices  all  round,  through 
a  great  reduction  in  the  cumulative 
percentages  with  which  prices  are  now 
''loaded"  to  meet  taxation.  Compe- 
tition would  see  to  that.  If,  contrary  to 
expectation  and  precedent,  competition 
should  not  do  so,  other  agencies  are,  or 
can  be  made  available  which  will  see  to  it. 

The  fact  is,  as  against  all  theories  and 
poUtical  opportunisms,  that  there  is  a 
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hmit  beyond  which  direct  taxation  cannot 
go  without  absorbing  so  large  a  part  of 
the  nation's  liquid  capital  and  so  draining 
it  away  from  its  normal  channels  and 
fructifying  activities,  as  to  brmg  about 
that  hurtful  strain  and  derangement 
which  it  has  actually  brought  about  both 
here  and  in  England.  The  wisdom  and 
necessity  of  preserving  a  reasonable  bal- 
ance between  direct  and  indirect  taxation 
stands  clearly  revealed  by  the  troublous 
results  to  ail  the  peojde  which  the  extreme 
appUcation  of  direct  taxation  has  pro- 
duced in  this  country  and  in  England 
and  iaevitably  will  produce  increasingly 
and  cumulatively  the  longer  it  is  con- 
tinued. 

To  those  who  would  recoil  from  a  tax 
to  which  the  facile  opprobrium  of  the 
name  ''consumption  tax"  may  be  attached, 
I  would  point  out  that  as  "a  rose  by  any 
other  name  would  smell  as  sweet,"  so  a 
tax  which,  while  bdng  productive  of  large 
revenue,  does  in  e£Eect  tend  to  diminish 
the  existing  burden  on  the  people,  is  a 
good  tax  by  whatever  name  it  is  called. 

(7)   Inheritance  taxation  on  a  pro- 
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gressive  scale  has  rightly  become  a  defi- 
nitely established  feature  of  om-  fiscal 
program.  But  such  taxation  should,  it 
seems  to  me,  as  soon  as  condiMons  permii, 
be  left  principally  or  wholly  for  the  use 
of  the  States,  which  are  now  hard  pressed 
to  find  sources  of  revenue. 

It  is  greatly  to  be  desired  that  the 
States  develop  a  salutary  and  stimulating 
rivaky  along  various  lines  of  us^ulness 
for  the  people  in  those  fmictions  which 
properly  belong  to  the  States,  and  which 
can  be  accompUshed  by  them  to  better 
effect  and  advantage  than  by  the  Federal 
Government.  To  be  enabled  to  do  that, 
the  States  should  have  access  to  ampler 
revenues  than  they  now  possess  or  can 
possess  when  practically  every  source  of 
revenue  is  so  largely  appropriated  by 
Washington.  One  of  the  resources  suit- 
ably and  logically  belonging  to  the  States 
primarily,  seems  to  me  to  be  the  inheri- 
tance tax. 

Incidentally,  .  inheritance  taxation 

should  be  imposed  not  according  to  the 
value  of  the  estate  but  according  to  the 
size  of  the  distributive  shares.  Under 
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the  present  federal  system,  an  estate 
bequeathed  to  one  descendant  is  taxed 
at  the  same  rate  as  .an  estate  divided 
among,  say,  six  descendants.  That  is 
manifestly  unfair  and  socially  undesirable. 

(8)  Consideration  should  be  given  to 
the  question  whether  there  should  not  be 
a  revision  of  the  theory  of  taxation,  in 
the  sense  of  basing  it  not  merely  on  in- 
come but  also  on  the  social  use  made  of 
income.  If  a  man  has  an  income  of,  say, 
$200,000  whereof  he  spends  $50,000  for 
his  own  and  his  family's  hving  and  other 
expenses,  and  saves,  i.  e.,  directly  or 
indirectly,  uses  constructively  the  re- 
maining $150,000,  he  ought  to  be  subject 
to  a  lesser  tax  than  the  man  equally  in 
possession  of  an  income  of  $200,000  who 
spends  the  whole  or  larger  part  of  that 
sum  on  extravagant  living.  It  seems  to 
me  methods  could  be  devised,  somewhat 
on  the  line  suggested  above  (under  "2"), 
by  which  a  sharply  marked  distinction 
is  made  between  such  portion  of  a  person's 
income  as  is  used  constructively  in  sav- 
ings, investments,  or  enterprise  and  such 
portion  as  is  spent  on  his  scale  of  U ving. 
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(9)  Many  people  are  inclined  to  ad- 
vocate a  differentiation  in  the  rate  of 
taxation  as  between  "earned"  and  "un- 
earned" incomes — the  latter  term  in- 
dicating, generally  speaking,  income  from 
invested  funds  as  contrasted  with  wages, 
salaries,  fees  and  profits  from  active 
pm-suit  of  business.  The  argument  is 
plausible  and  in  theory  just.  But  I  am 
satisfied  that  in  practice  such  a  differen- 
tiation would  not  work,  apart  from  adding 
another  complication  to  the  already  ex- 
cessively compUcated  machinery  of  the 
income  tax.  If  applied  to  people  with 
moderate  incomes  from  investments,  it 
would  be  a  great  hardship,  and  it  is  hard 
enough  for  such  people  to  make  both 
ends  meet  as  it  is.  If  applied  to  large 
incomes,  it  would  not  only  be  easy  to 
circumvent  to  a  great  extent,  but  it  would 
again  enact  the  vice  of  our  present  taxa- 
tion of  penalizing  thrift  and  discouraging 
investment  other  than  in  tax-exempt 
securities. 

The  national  value  of  saving,  large  and 
small,  the  importance  of  affording  to  it 
every  duly  consistent  consideration,  the 
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necessity  of  a  free  fiow  of  investment 
capital  into  corporate  securities  and  other 
business  ventures,  the  harm  to  the  com- 
munity at  large  of  impeding  or  diverting 
that  fructifying  current,  cannot  be  over- 
emphasized. We  may  be  following  a 
superficially  unimpeachable  theory  in 
enacting  ceirtain  measures,  but  if  the 
result  is  to  deter  investment  we  shall 
indulge  in  a  most  damaging  practice. 

And,  then,  what  is  the  point  at  which, 
intrinsically,  income  ceases  to  be  "earned" 
and  becomes  "unearned".'^  Suppose  a 
lawyer  earns  in  his  practice  fifty  thousand 
dollars  a  year,  whereof  he  spends  half  and 
saves  and  invests  the  other  half.  Why 
should  the  income  from  the  half  which 
he  has  saved  and  invested,  instead 
of  spending  it  on  self-indulgence,  be 
considered  and  treated  as  "unearned" 
income? 

Suppose  a  man,  directly  or  through 
mortgage,  invests  in  houses,  for  which 
there  is  now  so  urgent  a  need.  Would 
the  rent  or  interest  which  he  receives  be 
''unearned  income,"  and  as  such  subject 
to  a  differentiating  tax  as  against  "earned 
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income"?  If  so,  would  not  the  necessary 
sequence  be  that  capital  will  be  deterred 
fromflowingintobuilding?  Andif,because 
of  the  present  imperative  need  for  hous- 
ing, you  were  to  exempt  capital  used  for 
that  particular  purpose  from  the  differ- 
entiation against  "unearned  income," 
you  would  have  broken  through  your 
principle,  other  exemptions  would  be 
claimed  and  ultimately  granted,  and  then 
the  whole  scheme  would  come  to  work 
inequitably  and  finally  would  fall  to  the 
ground. 

The  differentiation  which,  in  my 
opinion,  should  be  made  and  which  it  is 
entirely  practicable  to  make,  is  not  be- 
tween "earned"  and  "unearned"  income 
but  between  the  socially  advantageous 
and  the  socially  undesirable  use  of  income, 
i.  e.,  between  thrift  and  waste. 

It  is  worthy  of  mention  that  thus  far 
there  is  only  one  country,  England, 
which  in  actual  practice  has  tested  the 
experiment  of  discriminating  between 
"earned"  and  "unearned"  incomes.  In 
England,  however,  not  only  is  the  differ- 
ential so  small  as  to  be  of  little  impor- 
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tance,  but  for  practical  reasons  it  has  been 
found  necessary  to  cease  the  differential 
altogether  just  at  the  point  where  in 
theory  it  ought  to  be  most  apphcable. 
That  is  to  say,  "earned"  and  "unearned" 
incomes  are  treated  differentially  in  favor 
of  the  former  up  to  only  £2500.  Above 
that  amount,  "earned"  or  "unearned" 
incomes  are  taxed  exactly  alike. 

n 

IN  emphasizing,  as  I  have  done,  the 
share  which  our  taxation  system  has 
had  in  bringing  about  the  troublous 
situation  that  has  been  for  some  time  and 
still  is  confronting  us,  and  in  accentuating 
the  element  of  immediately  effective  rehef 
which  would  come  from  the  reform  of 
ill-contrived  and  disserviceable  taxation, 
I  am  by  no  means  obhvious  of  the  other 
factors  causative  of  that  situation  and 
fully  appreciate  that  every  effort  should 
be  made,  compatible  with  sound  per- 
ceptions, to  mitigate  their  present  effects 
and  finally  to  overcome  them  altogether, 
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Hard  work  stimulated  by  appropriate 
reward,  thrift,  self-restraint,  teamwork, 
are  household  remedies  which  have  by 
no  means  lost  their  virtue.  That  does 
not  mean  that  we  should  not  diUgently 
seek  and  open-mindedly  try  new  remedies 
which  justify  hope  of  relief.  But  ab- 
normal remedies,  especially  when  too 
hastily  appUed  and  not  based  upon  calm, 
competent  and  thorough  diagnosis,  are 
rarely  effective  and  frequently  dangerous. 

In  a  situation  such  as  the  one  through 
which  we  are  now  passing,  there  is  always 
inherent  the  potentiality  of  that  vicious 
relationship  between  cause  and  effect, 
which  arises  from  the  fact  that  an 
abnormal  state  of  affairs  tends  to  produce 
rashly  experimental  measures  which,  in 
their  turn,  are  apt  to  create  in  place  of 
the  ills  we  have  "others  that  we  know 
not  of." 

The  road  of  recovery  from  the  appalling 
shock  of  the  war,  intensified  in  its  after- 
effects through  faulty  treatment  by  the 
physicians,  i.  e.,  the  statesmen  in  charge, 
is  necessarily  slow  and  hard.  I  think  the 
more  that  road  is  thrown  open  now  to  the 
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ordinary  travel  of  human-kind  and  the 
more  it  is  freed  from  bureaucratic  impedi- 
menta and  from  governmental  interfer- 
ence, except  for  purposes  of  policing  and 
traffic-regulating,  the  better  it  will  be. 

In  the  course  of  these  remarks  I  have 
suggested  the  appointment  of  a  com- 
mittee to  study  the  problem  of  taxation. 
I  should  like  to  amplify  and  generahze 
that  suggestion. 

One  of  the  main  reasons  for  Germany's 
remarkable  development  in  the  thirty  or 
forty  years  period  preceding  the  war,  is 
the  way  she  has  dealt  with  the  complex 
and  difficult  problems  of  economic,  com- 
mercial and  fiscal  policy.  She  recognized, 
long  since,  that  such  problems  cannot  be 
successfully  handled  in  a  haphazard  way, 
or  in  town-meeting  fashion,  or  emotion- 
ally; still  less  should  they  be  made  the 
football  of  poUtics.  Her  practice  was  to 
turn  such  matters  over  for  study  and 
report  to  those  best  qualified  by  experi- 
ence and  training,  and  thus  having 
obtained  dependable  advice,  to  respect 
it  and  as  a  rule  in  its  large  outlines  to 
follow  it.   Of  course,  that  does  not  mean 
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that  the  government  and  the  legislature 
resigned  their  fimctions  to  outsiders. 
There  would  be  counter  arguments, 
criticism,  modifications,  sometimes  re- 
jection, but  in  the  great  majority  of 
cases  the  broad  outlines  would  be  adopted 
which  the  consensus  of  competent  opinion 
after  special  study  had  indicated  as 
appropriate  and  advantageous. 

Similarly,  Great  Britain,  for  many 
years,  by  the  appointment  of  "Royal 
Commissions,"  so-called,  has  employed 
with  success  a  method  of  obtaining 
"hght  without  heat"  in  respect  of  prob- 
lems as  to  which  the  government  and  the 
people  desired  disinterested  and  com- 
petent information  and  suggestions. 
Such  commissions  are  composed  usually 
of  a  certain  proportion  of  legislators  to 
whom  are  added  a  greater  or  lesser 
number  of  persons  particularly  qualified 
to  advise  on  the  subject  under  review. 
The  bodies  thus  constituted  investigate, 
hold  hearings,  ascertain  facts,  collate 
views  and  submit  their  findings,  and,  if 
desired,  their  recommendations,  in  public 
reports.   In  the  great  majority  of  cases, 
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such  commissions,  though  composed  of 
very  diversified  elements,  have  arrived 
at  a  consensus  of  opinion  in  the  main. 

It  would  seem  that  it  would  serve  the 
public  advantage  if  a  similar  method  of 
procedure  were  to  be  made  customary  in 
this  country,  especially  in  view  of  the 
novel  problems  of  an  economic,  social  and 
financial  character  which  have  arisen 
directly  or  indirectly  from  the  war. 

The  President,  the  heads  of  the  Execu- 
tive Departments,  and  Congress  are 
vastly  overworked.  It  is  simply  incon- 
ceivable that  these  instrumentahties  of 
administration  and  legislation  can  give 
the  necessary  time  and  thoroughness  of 
study  to  the  variety  of  complex  questions 
which  call  and  will  increasingly  call  for 
consideration  and  action.  The  burden 
which  both  the  Senate  and  the  House 
place  upon  their  members  in  the  investi- 
gating and  gathering  of  facts  and  the 
hearing  of  witnesses,  is  exceedingly  heavy. 

A  very  large  portion  of  the  time  and 
energies  of  our  legislators  are  absorbed  in 
these  functions.  With  the  best  intentions 
and  the  most  conscientious  apphcation, 
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it  is  not  possible  for  SenatOTS  and  Con- 
gressmen to  do  that  kind  of  work  to  best 
advantage. 

Moreover,  experience  has  proved  that 
Congressional  Committees  cannot  give 
to  the  task  that  continuous  and  con- 
centrated attention  which  it  requires. 
They  are  bound  to  find  themselves  sub- 
ject to  frequent  interruptions  by  the  call 
of  other  duties  and  compelled  to  squeeze 
their  hearings  and  deUberations  into  odd 
moments,  so  to  speak,  as  time  and  their 
other  occupations  permit.  The  attend- 
ance of  members  is  necessarily  sporadic, 
it  being  the  rule  rather  than  the  exception 
that  only  a  fraction  of  the  membership — 
often  merely  a  minority,  sometimes  only 
the  chairman — are  present  at  the  hear- 
ings. Consequently,  the  conclusions  of 
such  committees,  as  a  rule,  hardly 
represent  that  matured  and  competently 
and  thoroughly  informed  collective  judg- 
ment which  it  is  the  purpose  of  com- 
mittee investigation  to  secure.  The 
result  of  it  all  is  that  reports  thus  arrived 
at  have  neither  the  helpfulness  nor 
the  exhaustiveness,  conclusiveness  and 
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authority   which  ought  to  be  theirs. 

It  is  instructive  to  compare  our  average 
Congressional  report  with  like  reports 
of  British  Royal  Commissions.  While 
numerous  reports  of  the  latter  kind  have 
become  standard  works  on  the  subjects 
with  which  they  deal  and  are  referred  to 
many  years  after  as  authoritative  sources 
of  information,  I  know  of  no  report  by  a 
Congressional  Committee  within  this 
generation  (except  the  Aldrich  Report  on 
Currency  Reform)  that  has  attained  a 
similar  standing. 

Much  rdief  could  be  obtained  by  our 
legislators  and  very  advantageous  results 
accomplished  if  part  of  the  burden  of 
holding  hearings,  gathering  views  and 
investigating  economic  and  other  non- 
poHtical  subjects  were  placed  upon  the 
shoulders  of  others — ^non-office  holding 
citizens  acting  in  conjunction  with  Sena- 
tors and  Congressmen.  The  best  abihty 
and  ripest  experience  of  the  country 
could  be  called  upon  and  would  surely  be 
found  ready  to  serve.  It  should  come  to 
be  looked  upon  as  a  distinguished  honor 
to  be  asked  by  Congress  to  act  as  one  of 
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its  instrumentalities,  and  the  resulting 
sense  of  responsibility  and  of  public  duty 
and  trust  should — and  I  have  no  doubt 
would — cause  those  thus  selected  and 
honored  to  give  service  wholly  free  from 
the  bias  of  self-interest.  Such  com- 
mittees might  be  composed  of  say  five 
non-office  holding  members  and  six  or 
seven  Senators  and  Congressmen.  A 
great  part  of  the  work  could  be  done 
without  necessitating  the  continuing 
attendance  of  the  legislative  members. 

The  reports  emanating  from  the 
deUberations  of  the  committee  would,  it 
may  be  hoped,  come  to  be  regarded  as 
sources  of  reUable  information  to  the 
pubUc  on  social  and  economic  subjects, 
and  if  the  committees  are  wisely  selected 
and  rightly  conceive  their  functions, 
their  conclusions  would  surely  come  to 
have  the  public's  confidence  for  impar- 
tiality and  competency,  irrespective  of 
party  affiliations. 

They  ought  also  to  make  it  easier  for 
the  poHtical  parties  to  have  the  courage 
of  facing  squarely  and  dealing  without 
too  much  zigzagging  and  compromising, 

68 


Some  Suggestions  on  Tax  Revision 

with  questions  of  a  non-poUtical  nature, 
because  the  parties  could  point  to  the 
backing  of  the  reasoned  judgment  of 
particularly  expert  and  trustworthy  men 
without  pohtical  axes  to  grind. 

An  incidental  advantage  of  consid^- 
able  value  would  be  thus  to  bring  to- 
gether representative  men  of  different 
callings  and  from  different  sections  of  the 
country  in  conference  and  exchange  of 
views  with  each  other  and  with  Senators 
and  Congressmen. 

One  of  the  handicaps  of  our  pohtical 
arrangements — a  more  serious  one,  I 
beUeve,  than  is  generally  recognized — is 
the  fact  that  our  capital  is  not,  as  are  the 
other  principal  capitals  of  the  world,  a 
great  commercial  city,  but  is  located, 
figuratively  speaking,  on  a  backwat^, 
away  from  the  fast-flowing  currents  of 
commerce  and  industry  and  their  attend- 
ant activities.  It  is  a  city  largely  of 
functionaries,  poUticians,  ex-officials  and 
oflBce-seekers,  heavy  with  the  atmosphere 
of  pohtics,  peculiar  in  the  subtle  influ- 
ence of  its  spirit  upon  those  who  come 
within  its  orbit,  and  pervaded,  as  no 

69 


Some  Suggesdons  an  Tax  Revision 

other  capital  I  know,  with  the  flavor  of 
things  governmental.  It  may  be  hoped 
that  the  intercourse  which  would  flow 
out  of  the  measure  I  have  suggested 
would  go  a  certain  length  toward  miti- 
gating the  ^ects  of  the  "insularity"  of 
Washington. 

It  is  part  of  my  suggestion  that  such 
commisfflons   should  be   selected  and 
appointed  not  by  the  Executive  but  by 
Congress  acting  through  the  President  of 
the  Senate  and  the  Speaker  ot  the  House, 
or  in  some  other  suitable  way.  Experi- 
ence has  shown  that  the  findings  of 
commissions  appointed  by  the  Executive, 
whether  Feder^  or  SUte,  have  rarely 
been  of  great  influence  with  the  legisla- 
tures and  are  apt  to  meet  on  the  part  of 
their  members  with  a  certain  degree  of 
prejudice  or  even  antagonism.  I  should 
be  hopeful  that  commissions  designated 
and  directed  by   Congress  and  con- 
taining a  proportion  of  Senators  and 
Congressmen,  would  prove  more  effec- 
tive and  that  their  views  and  recommen- 
dations would  receive  a  more  propitious 
reception.  The  decifflon  and  res^nsibil- 
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ity  as  to  legislation  would,  of  coime,  rest 

no  less  than  now  with  the  Congress  and 
the  President. 

«    4t    *  « 

This  country  is  an  immense  estate,  the 
most  bountifidly  endowed  probably  of 
any  estate  in  the  world.  It  is  our  national 
task  to  administer  that  estate  with  a 
degree  of  care,  economy,  forethought  and 
effectiveness  measurably  approaching  at 
least  that  with  which  a  man  would  ad- 
minister his  private  estate.  Our  founda- 
tions are  stronger  than  those  of  any  other 
country,  but  it  remains  none  the  less 
necessary  that  the  right  plans,  methods 
and  means  be  used  to  rear  the  super- 
structure. 

For  over  half  a  century  in  this  country 
our  path  has  been  a  relatively  easy  ,  one 
to  travel  as  compared  to  that  of  European 
nations.  Since  the  Civil  War  we  have 
not  had  any  vitally  grave  problem  to 
tackle.  Pretty  nearly  all  we  had  to  do 
was  to  attend  with  due  diligence,  energy 
and  enterprise  to  our  own  affairs,  each 
one  of  us,  and  the  sun  and  rain  and  the 
soil,  the  workings  of  our  matchless  Con- 
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stitution,  the  inherited  things  which  are 
ours,  did  most  of  the  rest. 

Now  as  the  result  mainly  of  the  vast 
and  unprecedented  upheaval  of  the  late 
war,  we  find  ourselves  face  to  face  with 
new  situations  and  new  questions.  Grave 
and  immediate  problems  confront  us. 
I  have  no  fear  of  them.  I  have  no  doubt 
that  we  shall  solve  them,  but  they  do 
challenge  our  wisdom,  our  seK-restraint 
and  our  capacity  for  purposeful  united 
action. 

They  do  challenge,  too,  our  capacity 
for  government.  The  functions  of  the 
Government,  the  administration  of  the 
Government,  have  come  to  touch  much 
more  than  formerly  not  only  our  business 
activities,  but  our  daily  Hves.  No  doubt 
the  tide  of  governmental  activity  will 
recede,  not  only  from  the  point  it  reached 
during  the  war,  but  from  the  point  at 
which  it  still  is— but  nevertheless  Govern- 
ment is  bound  to  have  in  the  future  a 
wider  scope  than  in  the  past.  It  will, 
rightly,  concern  itself  with,  and  mtercede 
in,  matters  which  formerly  were  con- 
sidered as  lying  outside  of  its  sphere  and 
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as  having  to  be  left  for  settlement  to  the 
sheer  clash  of  economic  or  social  forces. 
And,  as  in  domestic  affairs,  so  we  shall 
have  to  meet  it  to  a  greatly  enhanced 
extent  in  world  affairs;  we  shall  have  to 
match  our  governmenUd  capacity  against 
that  of  foreign  nations  bent  to  promote 
their  trade. 

All  that  means  that  the  problems  of 
government  have  become  more  complex 
and  far-reaching,  the  task  of  government 
more  difficult,  the  effect  of  governmental 
efficiency  or  inefficiency  more  directiy 
and  seriously  a  factor  for  good  or  ill  to 
all  of  us,  whatever  our  station  or  occupa- 
tion. Such  being  the  case,  it  follows 
that  government,  more  than  heretofore, 
must  be  looked  upon  as  the  concern  of 
every  one  and  that  it  is  not  only  the 
civic  duty,  but  the  self-interest  of  all  of 
us  to  turn  in  and  help  toward  making  our 
governmental  processes  sound  and  wise 
and  helpful.  To  stand  outside  the  ring 
and  criticise  and  complain  is  neither  a 
sufficient  nor  an  effective  contribution 
toward  good  government.  Those  of  us 
who  aie  not  in  active  political  life  must 
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be  willing  to  give  part  of  our  time, 
thought,  knowledge  and  capacity  to  the 
affairs  of  Government,  both  as  to  legisla- 
tion and  administration.  And,  by  the 
same  token,  those  in  diarge  of  our 
political  affairs,  both  executive  and  legis- 
lative, should  be  and,  I  feel  sure,  will  be 
ready  more  than  in  the  past  to  avail 
themselves  of  the  co-operation  of  well- 
int^tioned  and  informed  non-office  hold- 
ing citizens. 

We  are  about  to  enter  a  period  of 
searching  and  testing,  big  with  portents 
for  the  world's  weal  or  woe.   There  are 
real  grievances  to  redress  with  broad  and 
wise  planning;  there  are  fancied  grievances 
to  meet  with  good  tempered  and  patient 
explanation;  there  are  apparent  griev- 
ances which  are  inherent  in  the  very 
make-up  of  humankind  and  the  immu- 
table laws  of  nature.   Let  us  reason  to- 
gether.   Let  all  be  welcome  and  be 
heard  who  come  to  the  common  counsel 
with  sincere  purpose  and  as  loyal  Ameri- 
cans. Let  us  seek  sincerely  and  fairly  to 
work  together,  with  all  the  intelligence 
we  can  command,  with  breadth  of  vision, 
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sympathetic  understanding,  and  respect 
for  differing  viewpoints,  with  justice  and 
good  will  to  all.  Let  us  resolve  and 
unitedly  strive  to  make  fruitful,  materially 
and  spiritually,  for  the  good  of  ourselves 
and  of  all  the  world,  the  boundless 
opportunities  which  the  favor  of  Provi- 
dence has  vouchsafed  to  this  our  land. 
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